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This paper selects judicial precedents of China related to disputes over digital
currency sales contracts to do research, and makes a model-based induction and
summary of the types of cases. Then it analyzes the above issues one by one in

terms of legal norms. The conclusion is that disputes over digital currency sales
contracts fall within the scope of court cases. It discusses the validity of contracts
by category, and believes that contracts should be recognized as valid under nor-
mal circumstances. However, it is also considered that the contract is revocable or
invalid under certain circumstances. The internationally popular digital currency
is essentially different from the various "currencies" mentioned in Chinese cases,
and the currency involved in the case is likely to be involved in pyramid selling.
After the contract is revoked or invalid, the digital currency seller shall return the
buyer's money, and the buyer shall return the seller's digital currency to the extent
practicable. If the digital currency trading platform cannot log in or disappear
during the period, the digital currency is presumed to be a scam and the buyer
does not need to return any property.

Received: March 10, 2023
Accepted: April 8, 2023
Published: May 4, 2023

"Corresponding author: Chunrui Dai,

School of Law, Nanjing Audit University,
Nanjing, Jiangsu, China.

Keywords

Digital currency, Validity of sales contracts, Scope of accepting cases, Legal con-
sequences

This paper selected nearly three years, the cause of action for business contract dispute, after a court ruled that all
kinds of digital currency disputes as the basis of the empirical analysis of the material. This paper with the case as
the breakthrough point, then do legal analysis. For the convenience of the case statement, therefore, in the follow-
ing case, A refers to the buyer of digital currency, B refers to the seller of the digital currency.

1. Case comparison analysis and focus problem import

In Chinese Legal Resource Library (http://data.lawyee.net/), the keywords "digital currency" and the subject
matter "sales contract dispute" were used to search for civil cases in 2021, and a total of 94 search results were ob-
tained. This paper models and classifies the cases, and those meet the similarity of the facts, similar claims, similar
structures for payment consideration, and similar court judgments will be classified into one type. There are 4 types
after classification. In each case type, this paper selects a typical case for the specific description, in order to sum-
marize the focus of legal disputes through the analysis of typical cases in each type. The ultimate purpose is to
promote the unity and progress of judicial practice with normative analysis.

1.1 Whether digital currency transaction disputes fall within the scope of the court?

Case Type x: Purchase of virtual currency in RMB, the court ruled to dismiss the lawsuit. In the civil case of Fu

DOI: 10.26855/jhass.2023.03.030 633 Journal of Humanities, Arts and Social Science


https://www.hillpublisher.com/journals/jhass/�

Chunrui Dai

Mouhua and Lu Mougqin and Shen Mougqin and Shen Mougin in the first instance civil case
(http://www.lawyee.org/PubPage/Detail?DatalD=ee64229516154737be2182b04bd3c93b&PageID=24&RowNum=
10&CurrentPage=1&IsRecord=true), A transferred 269,100 yuan to B to purchase SBO coins, and B transferred
1875.72 SBO coins to A's account after receiving the payment. A sued the court for the invalidity of the sales con-
tract on the grounds that the SBO coin transaction involved in the case was not protected by law.

The court held that its investment transaction behavior was not protected by law, so this case did not fall within
the scope of the people's court's acceptance of civil litigation, and plaintiff A's lawsuit should be dismissed. Since
most courts have accepted digital currency sales disputes, whether digital currency sales disputes fall within the
scope of court cases is the first focus of this paper.

1.2 The digital currency sales contract is valid or invalid?

1.2.1 Case type y1: Purchasing virtual currency in RMB, the court ruled that the contract was valid.

In the first-instance civil case of a sales contract dispute between Zhang Moumou and Yang Moumou and Yang
Moumou
(http://www.lawyee.org/PubPage/Detail?Datal D=060bfa4bfa674eed999c570b3af47861 &PageID=24&RowNum=1
&CurrentPage=1&IsRecord=true), A paid 34,000 yuan in cash to B to buy XXX digital currency, but B could not
deliver the digital currency, and A asked B for a refund and sued the court.

The court held that the sales contract between A and B was valid. A has fulfilled its payment obligation, but B
has not fulfilled its obligation to deliver the digital currency, so the court ruled in favor of A's claim that B return
the purchase price of 34,000 yuan. However, the validity of the digital currency sales contract is not consistent in
the judgments of various courts, and the judgment in the following case y2 is the opposite of this case.

1.2.2 Case type y2: Purchasing virtual currency in RMB, the court ruled that the contract was invalid.

In the first-instance civil case of Guo Mouchun and Fu Moujie's sales contract dispute
(http://www.lawyee.org/PubPage/Detail ?DatalD=79c066db39ef483ca78cfa791e93f4db&PageID=24&RowNum=2
&CurrentPage=1&IsRecord=true), B promoted the digital currency Yihe Chain (EAC) to A, and A got 38,000
EACs after recharging 106,100 yuan on the platform. Then the platform announced that the position was locked,
and the trading volume was limited to 1%, so A sued the court to request that B be ordered to return 106,100 yuan.

The court ruled that the contract for the sale should be invalid. However, B's receipt of 106,100 yuan from A is
true, and B should return the amount. The difference in the judgment results between Case y1 and Case y2 is con-
tract was judged valid but another contract was ruled null and void. Moreover, in all the search results, almost all
cases show this comparative trend, and the decisions of different courts have created obvious binary opposition on
the issue of contract validity. The binary opposition indicates that the second point in the research of digital cur-
rency sales contracts is the validity of the contract. In case y1, the court held that the contract was valid, but in case
b2, the court held that the contract was invalid. The difference between the two judgments indicates that the second
key point in the study of digital currency sales contracts is the validity of the contract. And in all search results, al-
most all cases show this comparative situation, and the judgments of different courts have produced obvious binary
opposition on the issue of contract validity.

1.3 After the digital currency sales contract is invalid, should the seller return the buyer's purchase
price?

Case Type z: Buying virtual currency with cryptocurrency, which the court ruled was an illegal debt.

In the first-instance civil case of the dispute between Liu and Guo Moufeng
(http://www.lawyee.org/PubPage/Detail?DatalD=2a3d5bd72046468e9ffca8af2aa659a5&PagelD=24&RowNum=4
&CurrentPage=1&IsRecord=true), A transferred 2,500 digital currency USDTs (worth 17,686 yuan) to B to pur-
chase the SanGuo currency, and B never delivered the SanGuo currency. Therefore, A appealed to the court for
cancellation of the sales contract and demanded that B return the purchase money. The court ruled that the debt
between A and B was an illegal debt and was not protected by Chinese law, so it did not support A's claim. The
only basis for substantive law invoked by the court in this case is Article 8 of the General Principles of Civil Law of
the People's Republic of China: “When conducting a civil activity, no person of the civil law shall violate the law,
or offend public order or good morals.” It can be inferred that the court found the sales contract invalid and did not
support A's claim for B to return the purchase price. After the contract was found to be invalid, in case y2, the court
ruled that B returned the purchase money, and in case z, the court did not support A's claim to demand B return the
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purchase money. The opposition between the two reflects that the legal consequences of invalid contracts have be-
come the third key point in the adjudication of digital currency disputes.

2. The analysis of the legal norms of the three divergent key points introduced by the case
analysis

2.1 Digital currency transactions fall within the scope of civil litigation accepted by courts

For the substantive discussion of digital currency sales contracts, the first point must be made clear, that is,
whether the digital currency sales contract falls within the scope of court acceptance. This article considers it to fall
within the scope of civil litigation accepted by the courts.

First, according to Article 122 of the CIVIL PROCEDURE LAW OF THE PEOPLE'S REPUBLIC OF CHINA,
The following conditions must be met when a lawsuit is brought:

*  The plaintiff is a citizen, legal person or other organization that has a direct interest in the case;

e There are definite defendants;

*  There are specific litigation claims, facts and reasons;

* It falls within the scope of civil litigation accepted by the people's court and under the jurisdiction of the
people's court to which the lawsuit is filed. The lawsuit brought by the parties against the sales contract ob-
viously meets the above conditions, and when accepting the case, the court only needs to consider whether the
formal conditions for prosecution are met, rather than reviewing the substantive content of the contract and
ruling that it does not fall within the scope of the case.

Second, if the court ignores the relevant sales contract of digital currency, is it not allowing such digital currency
transactions to be excluded from legal jurisdiction? If the court adopts such a position, it will make the use of digi-
tal currency as a trick to commit fraud more and more rampant, because regardless of whether it delivers virtual
currency or not, the seller can obtain the buyer's corresponding money and is not subject to the jurisdiction of the
court, and the buyer cannot legally recover the property through litigation, which is obviously not conducive to
protecting the victim's property interests, and at the same time encourages the profit behavior of the fraudulent par-
ty. No matter what the legal nature of digital currency, its transaction behavior cannot be allowed to be left outside
the law.

2.2 The validity of digital currency sales contracts

This article argues that the analysis of the validity of digital currency sales contracts is not generalized, and the
authenticity of the "currency" involved in the contract transaction must be ascertained when determining the valid-
ity of the contract. Non cryptocurrency virtual currency, the number of issuance is determined by the issuing entity,
and there is a group of people and a computer network that monitors network transactions (Javier, Antonio, Jaime,
& Juan, 2022). Due to the non-disclosure of information and the centralized control of the issuer, non cryptocur-
rency virtual currencies are more likely to produce pyramid schemes. On the contrary, the popular digital currencies
in the world that can be publicly traded on exchanges are basically cryptocurrencies (Fonseca, 2020), which are
difficult to be used by domestic pyramid schemes to commit fraud due to their long-term stability and openness.

Based on the above information, the validity of the contract is classified and discussed:

2.2.1 Revocable. If the currency involved in the contract is a pyramid scheme or a non-existent pretense, there
may be a defect in the buyer's intention (fraud) in the validity of the contract, and the validity of the contract is
voidable.

2.2.2 Effective. If the currency in the contract is indeed real and has a publicly traded market, it should be consi-
dered a virtual commodity, and a contract for the purchase of that currency should be considered valid.

According to the Notice on Preventing Bitcoin Risks (< Tt Lt i XU I8 %) ) issued by the Ministry of
People's Bank of China, Industry and Information Technology, China Banking Regulatory Commission, China Se-
curities Regulatory Commission and China Insurance Regulatory Commission, it is clearly indicated that Bitcoin is
a specific virtual commodity, and the Notice denies the monetary properties of Bitcoin and prohibits its circulation
as currency, but does not deny the commodity properties of Bitcoin (Michael, Benjamin, & Melissa, 2022). Article
127 of the Civil Code of the People's Republic of China: “Where the law has provisions on the protection of data or
online virtual assets, follow those provisions.” This article clarifies the property attributes of data and online virtual
property. Although the content is relatively general and does not clearly indicate the attributes of virtual property, it
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can be seen that its basic position is inclined to determine the legality of virtual property. From this, it can be intro-
duced that digital currency as a virtual commodity should obtain the rationality of its existence as a commodity
(Luis, Javier, & Francisco, 2021).

The validity of the contract shall meet the requirements for the validity of general civil legal acts (i.e. the provi-
sions of Article 143 of the Civil Code): (1) the parties have the corresponding capacity for civil conduct; (2) the
meaning indicates truthfulness; (3) Do not violate the (validity) mandatory provisions of laws and administrative
regulations. Mandatory provisions include validity provisions and administrative provisions, and only contracts that
violate the validity provisions of laws and administrative regulations are naturally invalid. Although the Notice on
Further Preventing and Handling the Speculation Risk of Virtual Currency Transactions (Yinfa [2021] No. 237)
issued by ten departments, including the People's Bank of China, the Cyberspace Administration of the People's
Republic of China, and the Supreme People's Court, clearly states: "Virtual currency-related business activities are
illegal financial activities. "The Notice does not fall within the scope of validity provisions of laws and administra-
tive regulations, and its characterization of digital currency business as illegal financial activities cannot lead to the
invalidity of civil contracts." Therefore, A contract shall be considered valid if it satisfies the requirements for its
validity.

2.3 Legal consequences of invalidity or revocation of digital currency sales contracts

If the seller of the digital currency commits fraudulent acts under the guise of "digital currency", resulting in the
cancellation of the contract, or the contract is declared invalid, the sharing of responsibilities between the two par-
ties is a point that must be considered. This brings us to the third point drawn from case B2 and case C
above—whether to support the buyer's claim for the return of the purchased coins.

Article 157 of the Civil Code stipulates that both parties shall return the property or compensate for the legal
consequences of the invalidity or revocation of the contract, and the party at fault shall compensate the other party
for losses. This article summarizes the circumstances in which the contract in the above cases was found invalid by
the court and the performance of the contract by the parties, and analyze the legal consequences one by one ac-
cording to the law of China.

Table 1. Cases of invalid contracts and legal consequences

Buver's consid- Seller's Effectiveness of the Buyer A's per- Seller B's per-
Case yers ¢ contract (subject to the | formance of the | formance of the Judgment result
eration goods .
judgment of the court) contract contract

v2 RMB Virtual invalid Paid Delivered B Refund of currency

currency purchase

Illegal debts are not
Virtual . . . Defective deli- prgtected by law, and
z Cryptocurrency invalid Paid neither party needs to
currency very
return property to each
other

a) If the buyer has paid and the seller has not delivered, the seller shall refund the RMB obtained and the interest
incurred during the period.

b) If the buyer has paid and the seller has delivered, the two parties shall return the property thus obtained to each
other. B shall return RMB, and A shall return virtual currency.

If the specific target virtual currency disappears or cannot be traded, or the website cannot be logged in, the vir-
tual currency cannot be returned as it is, or the value of the virtual currency changes during the period, how to re-
turn it after appreciation or depreciation is also a major problem. This needs to be discussed in two cases.

a) The contract is invalid. The contract is void ab initio (Legally invalid from the very beginning), so in the
above case, B must return the RMB.

¢ If A cannot return the virtual currency due to the inability to log in or disappear of target virtual currency or
website, it can be clearly inferred that the coin is a scam under the guise of digital currency, and obviously B
bears full responsibility (David, 2021), and A does not need to return any property and does not need to be
compensated at a discount.
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e Ifthe virtual currency appreciates or depreciates, A shall return it at the equivalent value of the digital curren-
cy at the time of signing the contract.

b) The contract is revoked. After the contract is revoked, B must return the RMB. In the case that A cannot return
the virtual currency due to the inability to log in to the website, etc., A does not need to return any property
and does not need to be compensated at a discount. If the virtual currency appreciates or depreciates, A shall
return the equivalent value of the digital currency at the time of the revocation of the contract.

3. Epilogue

This paper selects judicial jurisprudence on digital currency sales contract disputes for research and judgment,
and summarizes the types of cases. It finds the entry point for studying the legal issues of digital currency in the
comparison of case types, and summarizes them one by one, mainly including whether digital currency disputes fall
within the scope of cases accepted by the court, the validity of digital currency sales contracts, and the return of
property and the distribution of liability after the contract is invalid or revoked. Subsequently, the above issues
were analyzed one by one. It was concluded that disputes over digital currency sales contracts fell within the scope
of the court. The validity of contracts was discussed by category, and it was believed that contracts should be con-
sidered valid under normal circumstances, but also that contracts were voidable or invalid under certain circums-
tances.
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